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internal Revenue Service Department of the Troasury
District Director P.0. Bcx 2508

Cincinirati, OH 45201

Persor to Contact:
- 1

. Telcphi'ne Pumber

Refer Reply to:
EP/EO
Employer ldentification Numbaer;

Date: MAY 20 937

Dear Sir or Madam:

Wo have considered your application for recognition of exemption from
Fedoral i{ncome tax under the provisions of section S50l (c¢)vd) of the
Internal Revenue Code of 1986 and its applicable lncome Tax Reqgulations.
Hased on the available information, we have determined that you do not
qualify for the reasons aet forth on Enclosure 1.

Conslderation was given to whether You qualify for exemption under
other subsections of section 501(c) of the Cnde and we have concluded
that you do not,

As your organization has not established exemption from Federal income
tax, it will be flucessary for your corporation to file an annual income

tax return on Form 1120. Contributions to You are not deductible under
section 170 of the Code.

If you are in agreement with our proposed denial, please sign and return
one copy of the anclosed Form 6018, Consent to- Proposed Adverse Action.

You have the right to protest this proposed determination if you believe
that 1t is incorrect. To protest, you should submit a writrLen appeall
glving the facts, law and other information to 8Upport your position as
explained in the enclosed Publication 892, "Exempt Organizations Agpeal
Procedures for Unaqreed Issues", The appeal must be submirtted within 30
days from the date of this letter and must be signed by one of your
principal officers. You may request a hearing with a member of the
Office of the Regional Director of Appeals when you file your appeal.

1f a hearing is requested, you will be contacted to arrange a date for
it. The hearing may be held at the Regional Office, or, if You request,
at any mutually convenient District Office. If you are to be represented
by someone who is not one of your principal officers, he or she must
file a proper power of atcorney and otherwise qualify under our
Conference and Fractice Requirements as set forth in Section 601.502 of

the Statement of Procedural Rules. See Treasury Department Circular No.
230,
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If you do not protest this proposed dotermination in a timely manner, it
will be considered by the Internal Revenue Service as a failure ro
exhaust available administrative remedies. Section 7428(b) (2) of tha
Internal Ruvenue code provides in part that:

A declaratory judqement or decree under this sectior shall not
be issued in an proceeding unlees the Tax Court, the Claimn
Court, or the d{acrict court of the United States for the
District of Columbla determines that the organization involved
has exhausted administrative remedies avajilable to it within
the Internal Revenue 3ervice.

If we do not hear from you within the time specified, this will become

our final determination. In that event, appropriate State officials
will be notified of this action in accordance with the provisions of

section 6104(c) of the Code.
Sincc'ely yours,
' "‘7 ,"’ '
. ’/ Dellirol-

C. Astley Bullard
District Director

Enclosures 3
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The information you Bubmitt®d indicates that . was
formed on (NN i . You filed Form
1023, Application for Recognition of Exemption under section

501(c)(3) of the Internal Revenue Code of 1986 on
December 24, 1996,

Article Il of your organizing document, your Articles of

Incorporation, states that the purposes for which the corporation was
organized are:

“Responding to human crises and problems by helping people
increase thelr capacity to manage and cope with life challenges
including but not limited to suppling (sic) people with
honaehold goods and clothing. Accepting donations of and
salling household goods, clothing, accessories etc. Donating

net proceeds to other non-profit organizations with similar
purposes,”

The corporation is organized on a directorship basis and has no
membership. Your board had four members:

G, President

e amtmenlld, Vice President
U, Sec. Treasurer
RN, Menber

G 2nd are husband and wifc. N
T 2nd are sisters. None of the board

members receives compensation for board uuties. None of the board
members is & board member of an established section 501(c)(3) entity
or represents such an entity on your board.

At the requost of the Service you expanded the board to include three

new members and passed a resolution limiting board compensation. The
three new board members had previously worked as volunteers at the
store. -

Your application states that the corporation will accept donations of
household goods. Most of the goods received will be resold. Some
will be given to those who have an immediate need for such items.
Your policy in this regard is that, upon referral from a social
service agency, you will allow individuals to have as many household
items as they need, and as many as three items of each type of
clothing (pants, shiris etc.) they require.

You state that your beginning inventory and store fixtures :re
obtained by in a sealed bid auction for che
assets of a former thrift shop operation. The funds for this
purchase, and additional start-up funds, were provided to
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R oy her father CENENEEEENS: - o gife,

BHIR gt o) B transferred inventory dnd
fixtures valued at » Plus an additional sommmeo i, start. up

fund Lo the corporation in exchange for a promigsory note fo;
S . .

The terms of the promissory note call for the corporation to make
monthly payments of a leagt per month and for interest to acorue

at the rate of percent per annum. If the corporation mignosa
three consecutive monthl ayments the note becomes due in full upon
the written demand of“

On lent. an
additional Lo the corporation in exchange for a promissory
note requiring monthly payments of § This note charged intcrest

at percent per annum and also became due in full if the corporation
misaed- consecutive payments. The proceeds of thias note weg -
used to rent a dumpster to remove water damaged inventory, t¢
purchase inventory and to purchase supplies.

Board members Gy are
also co-managers of the thrift store, which is open 49 hours per

week. They are the only people who staff the store on a reqular

both be compensated fo. this work at the rate of
» and $115 per week for

The salary for was later reduced due to
“higher rhan GXxpocted start-up coets for the store,

has also deferred some of the salary payments due her.

per week for

You state that for the year ded + the sale of

donated items accounted for percent of all income. The remaini gy
income was derived from the sale of purchased inventory.
Your primary expenses for this period were those typical of a reraj)

operation; store rent, store supplies, utilitijes, insurance, and
payroll expenses.

Section 501(c)(3) of the Internal Revenue Code of 1986 recogniceg

corporations organized and operated for charitable Purposes as cxempt
from income tax.

Section 1.501(c)(3)-1(d)(2) of the Income Tax Requlations defijes

“charitable” to include the relief of the Poor and distrissed or of
the underprivileged.

Section 1.501(c)(3)-1 of the Regulations defines the organizational
and operational tests for exemption from income tax. Section
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1.501(c)(3)-1(a)(1) states, “In order to be exempt as an organisat.ion

described in section %01(c)(3), an organization must be both L
organized and operated exclusively for one of the purposes specified
in the section., It an organization fails to meet either the
organizational test or the oparational test, it is not exempt, ., "

Section 1.501(c)(3)-1(c)(l) mtates, "“An organization will be tegarded
as "operated exclusively" for one or more exempt purposes only if it
engages primarily in activities which accomplish one or more o! such
exempt purposes specified in section 50l(c)(3). An organization will
not be uo regarded if more than an insubstantial part of its
activities is not in furtherance of an exempt purpose."

Section 1.501(c)(3)-1(d)(1)(ii) states that an organization is not
organized or opurated for exempt purposes unless it serves a public
rather than private interost. This section also states:

“...Lo meet the requirement of this subdivision, it is necessary
for an organization to establish that it is not organizoed ol
oparated for the benefit of private interests, such as
designated individuals, the creator or his family, sharchol "y
of the organization, or persons controlled, directly or
indirectly, by such private interests."

The term “"private shareholder or individuals® is defined in section
1.501(a)~1(c) as "persons having a personal and private interest in
the activities of the arganization."

In general the presence of a single non-exempt purpose, if
substantial in nature, will preclude tax-exempt status regardless of
the number or importance of truly exempt purposes. Better Business
Bureaw v, U,S8.,, 326 U.S. 279,283 (1945). A non-exempt activity will
not result in denial of exemption where it is only incidental and =
less than substantial in nature, Seasongeed v, Commissioner 227 F.2d
907, 910 (6th Cir. 1955). A slight and comparatively unimportant
deviation from the approved rule is not fatal. The IRS position on
this subject is that all the resources of the organization, other
than an insubstantial part, must be applied in pursuit of the excmpt
purpose. This position is clarified in Revenue Ruling 77-366, 1977-2
c.B. 192.

Revenue Ruling 71-581, 1971-2 CB 236 described a corporarion created

to run a thrift shop. The corporation was created by a group ot non-

profit organizations described in section 501(c)(3) of the Code. All
profits from the shop were payable to these organizations.
Substantially all of the goods offered for sale had been donated to
the organization and more than half the work in the store was
performed by uncompensated volunteers. Paid employees were ,
reasonably compensated. The organization was incorporated separately
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from the controlling organizations to insulate the assets of tLhe
exempt. organizationg from any liability that might arise from we
operation of the thrift shop, and to provide a separate qoverning
body to coordinate volunteers.

In granting exemption to this organization the Service noted Lhat the
separate corporation was meraely a device by which the charitablc
ent.ities accomplished an activity they could have conducted on thear
own, that is, accepting donations of goods and converting thosc

donations to cash for charitable uses through the uge of voluntcer
labor,

You are unlike this organization in that YOou are not pertorming a

function for an wvstablished charitable entity or entities. You arc
not controlled, either through your orqanizing document or through
your directors, for the benefit of any particular section 40! (c)(3)
entity. The decision as to which charitable organizations benef it

from your Lhrift store is a matter determined by your independent
board of directors.

You are also unlike this organization in that most of the work in the
ttore is pertormed by compensated individuals or individuals who
would be compensated if business conditions permitted.

Revenue Ruling 80-106, 1980-1 CB 113 describes another thirif{t shop.
All the thritt shop's profits were required by its governing
documents to be distributed to specified section 501(c)(3)
organizations. Substantially all of the work at the shop was
pertormed by volunteers.

In this case the thrift shop sold items that were donated and items
on’ consiqgnment. The consignment items were obtained at arm's lengeh
under the following terms: , -

a) The retail price was agreed upon with the consignor.

b) If the item was not sold within a specified time,
it would become a donation if not picked up.

¢) If the consigned item sold within the specified time,
the shop would pay the consignor a fixed percentage ot
the sale

In granting exemption to this organization exemption the Service
noted that sjection 502(a) of the Code provides that an organization
operated for the primary purpose of carrying on a trade or business
shall not be exempt from taxation under section 501 on the grounds
that all of its profits are payable to one or more organizations
exempt from taxation under section 501. However, section T02(b)(2)
provides that the term “"trade or business"” shall not include any
trade or business in which substantially all the work is performed
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without compensation.

In this case the Service reasoned that because substantially all of
the work was performed by volunteers, the organization itself was not
carrying on a "trade or business" for the benefit of the beneficiary
organizations. Because the payments to the consignor were based on a
reasonable percentage of the sales price, the method of acquiring the

inventory (consignment) did not constitute private benefit to the
consignors.

You are unlike this organization in that the only reqular staffing of
the store is provided by i and

e E—— g PR
@ and you are not controlled by or operated by a recognized
charitable entity.

Revenue Ruling 64-108, 1964-1 CB 186 describes a corporation that
derived its income from the rental of office space. The charitable
purpose of the corporation was to further the operations of other
charitable entities through contributions and grants made from the
rental income. The board had comple.e autonomy in selecting the
recipients of these contributions and grants. While this revenue
ruling dealt specifically with rental income the same principal would
apply to A+ Thrift. In granting this organization exemption the
Se.vice determined that its primary purpose was charitable because it

was carrying out a charitable program commensurat = in scope with its
financial resources. !

It is our position that the organization and operation of
@ is so significantly unlike that of the thrift shops described
in either Revenue Ruling 71-581 or Revenue Ruling 80-106 as to put it
outside the bounds of those rulings. We hold that you are more like
the organization described Revenue Ruling 64-108.

e
For this reason your exemption under section 501(c)(3) must be

determined based on wherher you are carrying out a charitable purpose
commensurate with your resources.

You state tha* you int -1 to donate approximately @t of your net

profit to recoinized e .on 501(c)(3) entities and that any
remaining baleénce will used for store improvements. However, in
terms . vour qross re: ts, your donations are less substantial.
For your tw onths of operation in-you calculated your gross
receipts to be $§ » your contributions to recognized charitable

entities totaled

Your projected budgets for - indicate that you wj make dornations
to recognized charitable organizations totaling ir QP This

figure represents only @l percent of your estimated gross receipts
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s 601 8 ' S347TTET 301N Thaanere R 100 Aevenae Senn e
(He) Augurt 19831 Consent to Proposed Adverse Action
| (All relerences are to the internal Revenue Code)

Prezae -

Ous :ave

Case Numper

Oate of Latest Determination Letter

Emolover 1aeri.licatian Numoer

Date o! ®r0posea Aaverse Action Letter

MAY 2 0 1897

-
Name anag ~aaress 3' Qrganization ‘3

I consant to the proposed adverse action relative to the above 0rganization as shown by the box{es) checked below |
understand that it Section 7428, Declaratory Judgments Relating to Status and Classitication of Organizations under Section SQtic)
(3), etc. applies. | nave the right to protest the propoted adverte action.

NATURE OF ADVERSE ACTION

& Oenial of exemotion

g

Revocation of exemption, eftective

L)

Mod:fication of exempt status from sectian L “1(e)(

)t 801(c) ), eftective

Classihication as a private foundation (section 509(a)), effective

(3 Ciassiticauian as a non-operating toundation (section 4942(j1(3)), eftective

T Crlassitication as an organization described in section S09(al( ), effective

C  Classitication as an organization described in section 170(b){(11(A)( ), eHective

If you agree to the adverse action shown above, please 1ign and return this content. You should keep 4 copy for your records.

It you sign this consant before you have exhauited your administrative appes! rights, you may lose your rights to a declaratowy judg:

ment under section 7428,

(Signature instructions are on the back of this form.)

Namae of Organization

Signature and Title

Oate

Sgniture and Title

Date

Form 6018 (Rev 3.8




